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MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


To our Shareholders 


1979 proved to be the difficult year we anticipated and 
predicted in our annual report last year, as the insurance 
industry continues to emphasize ‘‘cash flow’’_under- 
writing with utter disregard for underwriting profits. This 
complete emphasis on investment income has resulted 
in chaotic pricing in the insurance market, particularly in 
the commercial fields in which we specialize, and which 
develop larger than average premiums per policy. 

The effect of this short-sighted philosophy was 
easily predictable. Best's Review, an outstanding in- 
surance periodical, estimates a Canadian industry under- 
writing loss for 1979 of between $75 million and $100 
million with even worse results predicted for 1980. 
Reported industry figures for nine months of 1979 indi- 
cated an underwriting loss of $50.4 million, compared 
with an underwriting profit of $106.1 million for the 
comparable period in 1978. 

At the sacrifice of premium income and a temporary 
reduction of earnings, we have refused to get involved 
in the current price-cutting war now seen in the com- 
mercial insurance market place. Our reduced premium 
volume combined with the compounding impact of 
continuing double-digit inflation on the cost of newly 
arising claims and outstanding claims reserves has had 
an adverse effect on our net results. To pyramid the 
underwriting loss by increasing premiumvolume through 
unsound rates would be irresponsible management, and 
seriously impair future earnings. Only through sound 
insurance practices can we maintain our outstanding 
reputation with our assureds, agents and reinsurers, and 
be in a position to take advantage of the turn in the 
market when it occurs, as it must. 

Net earnings for the year 1979 were $524,462 or 
85c per share as compared to $742,121 or $1.20 per 
share for 1978. The earnings per share are based on the 
average outstanding of 616,000 shares for each year. 

Total revenue decreased 11.9% to $8,088,228 from 
a restated $9,180,349. The prior year has been restated 
to adjust for interest costs previously included as an 


expense and is now offset in short term investments 
income. There has also been a reclassification within the 
investment income section. Previously, profits or losses 
on sales were reflected from the cost base, whereas, 
they are now determined from the amortized value of the 
bonds. 

Gross premium volume written remained constant 
at $21,968,521 in 1979 compared to $21,942,819 in 
1978. Special accounts, the bulk of which has large 
reinsurance, do not materially influence our net premium 
earned. The increase in these accounts offset the drop 
in premium volume of commercial automobile. 

A decrease in premiums earned of 17.9% is a result 
of the drop in premium volume of commercial auto- 
mobile combined with the effect of the decrease in our 
net retention on this class of business. Additionally, 
unearned premiums in other lines of business have 
increased as they are in the early stage of development. 

Our total premium volume is now made up to 51% 
commercial automobile and 49% commercial property 
and casualty and special accounts, compared with 57% 
commercial automobile and 43% other classes last year. 
This is in line with our continuing strategy of diversifica- 
tion of our product lines, without de-emphasizing 
commercial automobile. 

Investment income increased 21.3% to $1,749,585 
in 1979 from $1,442,835 in 1978 as a result of the 
realization of gains and increased interest rates on dis- 
posals of investments of $218,995 in 1979 compared 
to the restated figure of $39,392 in 1978. 

As explained previously our overall underwriting 
results were adversely affected by the drop in premium 
income combined with inflation and severity of claims 
in the commercial automobile department. Improve- 
ments were recorded in the underwriting results of both 
the commercial property and casualty as well as the 
special accounts. 

The board of directors felt it necessary, in the interest 
of employee morale, to cancel the employee stock pur- 


chase plan in 1979. Of the $44,648 written off against 
retained earnings, $29,170 applied to active employees 
and the balance to settlements of suits involving former 
employees. 

We are strengthening our marketing efforts to 
increase our premium volume. We have reorganized our 
_underwriting departments into product line centres and 
have increased our underwriting staff to more efficiently 
service the business produced. We have also established 
a contract department which is giving binding contracts 

“to a few selected agents and brokers for the production 
of small premium non-transportation policies which 
would be too difficult and costly for us to handle 
through our normal production sources. In addition our 
branch offices are being staffed with production under- 
writers in all classes of business to improve our service 
to the local agents. 

During the first quarter of 1980, we were fortunate 
to secure the services of Mr. Robert Carter as Vice- 
President of Production Underwriting. Mr. Carter comes 
to us with many years of experience in this field and has 
an outstanding reputation in the industry. 

We feel that the investment during 1980 of both the 
human and financial resources of the company in the 
service and marketing areas is timely. These additional 
personnel will assist in our market jion_and place 


us in a position to respond when the market turns around. 


Combined with the development of extensive sales 
programs we anticipate limited growth in all years of 
operation with our major growth expected in the under- 
writing contract area. 


As long as the money markets continue to yield such 
record high returns, we do not foresee an immediate 
change in the industry’s underwriting and pricing 
philosophy. We anticipate that underwriting losses and 
declining interest rates will force a tightening of the 
market during early 1981. We have seen and weathered 
these competitive cycles before, and will continue to 
maintain our underwriting standards. Although 1980 
will be another challenging year, we anticipate im- 
proved earnings and all our energies are being channel- 
led in this direction. 

The efforts and dedication of our employees and 
independent insurance agents are the cornerstone of a 
service organization such as ours. Our sincere thanks to 
all of them. 


WM Mosh 


Milton M. Markel 
Chairman of the Board 


Graham E. Goodchild 
President 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Financial Summary ('000) 


For the years ended December 31 


eas) 1978 1977 1976 (ESAS) 1974 1973 1972 


$ $ $ $ $ $ $ $ 
Gross Premiums Written 21,974 21,932 25,947 24,050 17,735 13,991 11,230 8,994 
Investment income 1,750 1,464 1,222 986 679 551 383 138) 
Net earnings before extraordinary items 524 742 982 840 348 178 514 385 
Cash and short-term deposits 97529 0a S51 Jee 9,02 LO 202 emer, 024 ee O34 eel?) © lee 90 
Investments 10,172 9,679 8503 6,673 5,700 4,977 3,805 2,900 
Total cash, short-term deposits and 
investments 19,7010 S,056ms iG) 12498 14 955s 97245073 | le, OS Ome, OOO 
Total Assets 25,341 22,927 25,039 21,777 15,321 12,242 10,565  6,/96 
Shareholders’ Equity TST4 7,542 6742 5715 5294 5055 5,200 4,992 
Shares Outstanding 616 616 616 616 676 676 676 676 
PER SHARE $ $ $ $ $ $ $ $ 
Net earnings (1) 0.85 10) 1.60 1.24 0.51 0.26 0.76 0.91 
Dividends 0.25 OZ5eenOIZ2G2 0.20 0.20 0.20 0.20 0.05 
Shareholders’ Equity 2: OO men 24 gee OLD 9.28 Fase 7.48 7.69 38 


(1) Earnings per share are based on a daily 
weighted average of shares outstanding 616,000 616,000 616,000 675,672 676,000 676,000 676,000 425,000 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Operating Review 


The Financial Summary highlights the major points of 
interest in the enclosed financial statements. Gross 
premium volume remained constant at $21,968,521 
compared to $21,942,819. The long term investments 
increased to $10,172,486 from $9,679,438 and total 
assets rose to $25,340,589 from $22,926,575. This is a 
result of the increase in cash and short term investments, 
accounts receivable and long term investment. The 
short term investments increased this year as a result of 
increased cash deposits from unlicensed reinsurers. 

Shareholders Equity increased at December 31, 
1979 to $12.85 from $12.24 at December 31, 1978. 
These figures include the unrealized gain on stocks 
which is net of the potential tax costs. 


MARKEL INSURANCE COMPANY OF CANADA 


We have continued to emphasize the development of 
the other commercial areas of insurance in order to 
provide more balance in our underwriting account. 
However, the commercial automobile results adversely 
impacted 1979 due to the extreme competition. Other 
areas showed a modest increase in net underwriting 
results. 

During the year the increase in investments was 
directed towards common and preferred stocks with net 
purchases of $765,000 offset by a reduction in the 
amortized value of bonds of $328,000. The bond 
portfolio average maturity was increased from nine to 
ten years. 

During the third and fourth quarter we adjusted our 
common stock portfolio with the purchase of approxi- 
mately $1,000,000 in U.S. equities offset by a reduction 
in Canadian equities. Our equity position continues to 
remain substantially below permissible statutory levels. 

The statutory surplus as shown in the following 
financial statement has increased to $6,074,722 in 1979, 
including special reserves for the Department of Insur- 
ance compared to $5,468,827 in 1978. 

The following is a summary of the statutory balance 
sheet of Markel Insurance Company of Canada at 


December 31, 1979 as submitted to the Federal Depart- 
ment of Insurance. 


Assets 


Cash, stocks and short term deposits 
at book value and bonds at 


amortized value $17,496,007 
Accounts receivable and other assets 2,044,243 
Deposits of reinsurers 4,190,966 
$23,731,216 
Liabilities 
Unearned premiums and provision for 
unpaid claims and adjustment 
expenses $10,640,116 
Accounts payable, other liabilities 2,825,412 
Deposits of reinsurers 4,190,966 
Capital and Surplus 6,074,722 
S23, 1312240 


MARKEL SERVICE CANADA LIMITED 


During the year, as previously mentioned, we developed 
four profit centres for each of the main product lines of 
the company. 

— Commercial Automobile which includes the cargo 
business written with a fleet and on a separate 
account basis. 

— Property includes all the large commercial property, 
primary and excess and course of construction 
business. 

— Casualty handles all the umbrella, excess and profes- 
sional liability, as well as the aviation business. 

— Contract department was set up to maintain the 
special reinsurance programs we have developed and 
a new area which issues binding authority to agents 
and brokers for low limit property business. 

These profit centres are responsible for the develop- 
ment of business across Canada in conjunction with our 
branch sales and service offices. 


During 1979 we finalized our program for the 
development of professional indemnity and have added 
a specialized underwriter in this area to produce and 
underwrite this business. We expect that in 1980 the 
final marketing and underwriting personnel will be 
added to complete our underwriting and service pres- 
ence in each of our branches. 

Despite the drop in volume of commercial auto- 
mobile it is essential that we maintain a full staff of loss 
prevention personnel. During the year we maintained 
Our road patrol on the insureds and produced 12,850 
observation reports on trucks on the highway for our 
insureds both in Canada and the U.S. 

Currently our operation is approximately 50% 
Commercial Automobile and 50% other areas of business 


and we anticipate continued efforts to be maintained in 
all lines of business. 


CANADIAN INSURANCE AGENCY 
UNDERWRITERS LIMITED 


C.|.A.U. maintains the provincial insurance agency 
licenses and as we develop the other commercial areas 
of business it is quite likely that this company will be 
activated as a production source for this business. 

Our continuing plan is for the long term develop- 
ment of the company and while the current competitive 
market conditions have reduced our growth and earn- 
ings we are adding the professionals to provide the 
development when the market cycle reverses itself. 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Consolidated balance sheet 
as at December 31, 1979 


ASSETS 
CASH, ACCOUNTS RECEIVABLE AND PREPAID EXPENSES 
Cash and short-term investments 
Accounts receivable 
Accrued interest 
Prepaid expenses 
Prepaid premium acquisition costs 


Income taxes recoverable 


INVESTMENTS 


Bonds — at amortized cost (market value — $5,063,725; 
1978 — $5,747,320) 


Preferred stocks — at market (cost — $1,958,876; 
1978 — $1,475,589) 


Common stocks — at market (cost — $2,144,836; 
1978 — $1,872,214) 


Investment in associated company 


OTHER ASSETS 


Receivable from trustee of employee stock purchase plan (note 2) 


Equipment and automobiles — at cost, less accumulated depreciation 
(1979 — $222,355; 1978 — $183,471) 


SIGNED ON BEHALF OF THE BOARD 


DL Mosh L 


Director 


Director 


1979 


9,528,579 
4,277,902 
188,488 
51,124 
125,944 
754,835 
14,926,872 


5,758,098 
1,790,447 


2,579,795 
44,146 
10,172,486 


241,231 
241,231 
25,340,589 


1978 


8,377,206 
3,948,510 
I73,O27 
60,841 
525106 
2257/07), 


Ae Reey SS) 


6,086,069 


1,454,600 


2,094,701 
44,068 


9,679,438 


106,679 


202,259 


308,938 


22,926,095 


LIABILITIES 
ACCOUNTS PAYABLE 
Accounts payable and accrued liabilities 
Payable to reinsurers 
Premium deposits 
Provision for claims 


Dividend payable 


UNEARNED PREMIUMS 


DEFERRED INCOME TAXES 


SHAREHOLDERS’ EQUITY 
CAPITAL STOCK (note 3) 


RETAINED EARNINGS (nate 4) 


UNREALIZED GAIN ON STOCKS 


AS) 


301,497 
6,106,726 
231,718 
9,370,603 
38,500 
16,049,044 


1,269,513 


107,560 
17,426,117 


3,832,700 


3,881,875 
7,714,575 


199,897 
7,914,472 


25,340,589 


1978 
$ 


458,770 
4,126,771 
155,346 
9,324,280 
38,500 


14,103,667 
1,103,800 


UA GS: 
15,384,676 


3,832,700 


3,556,061 
7,388,761 


153,138 


7,541,899 


22,926,070 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Consolidated statement of earnings 
For the year ended December 31, 1979 


OPERATING INCOME 
Premiums earned 


Other income 


INVESTMENT INCOME 
Interest and dividends 
Associated company 


Realized gains on disposal of investments 


EXPENSES 
Losses on claims incurred 
Operating expenses 
Agent's commissions 


Reinsurance commissions 


EARNINGS BEFORE INCOME TAXES 

PROVISION FOR (RECOVERY OF) INCOME TAXES (note 5) 

NET EARNINGS FOR THE YEAR 

EARNINGS PER SHARE 

WEIGHTED DAILY AVERAGE NUMBER OF SHARES OUTSTANDING 


Consolidated statement of retained earnings 
For the year ended December 31, 1979 


RETAINED EARNINGS — BEGINNING OF YEAR 


Net earnings for the year 


Dividends 
Loss on employee stock purchase plan (note 2) 
RETAINED EARNINGS — END OF YEAR (note 4) 


1979 _ 
$ 


6,250,047 
88,596 
6,338,643 


1,530,512 
78 
218,995 
1,749,585 
8,088,228 


5,511,023 
2,694,465 
3,237,508 

(3,716,753) 
7,726,243 


361,985 
(162,477) 
524,462 

$0.85 
616,000 


__1979 


$ 
3,556,061 
524,462 
4,080,523 
154,000 
44,648 
3,881,875 


1978 _ 
$ 


7,604,347 
133,167 
7,737,514 


1,403,123 
320 
39,392 
1,442,835 
SAREE 


6,136,406 
2,703,403 
2,834,454 


(C599) iou) 


80757132 
hel OS 22187, 
_ 363,096 
742,121 
$1.20 
616,000 


1978 
§ 
2,967,940 

742,121 
3,710,061 
154,000 


3,556,061 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Consolidated statement of changes in financial position 


For the year ended December 31, 1979 


WAS) 1978 
$ $ 
SOURCE OF FUNDS 
Operations — 
Net earnings for the year 524 462 742,121 
Depreciation 75,679 63,937 
Deferred income taxes (87,922) (75,744) 
Provided from operations 7 512.219 : 730,314 
Proceeds from disposal of fixed assets 19,882 13,479 
Net proceeds from trustee of employee stock purchase plan 62,031 44,012 
Decrease in cash, accounts receivable and prepaid expenses over accounts pay- 
able — (pelenl yan 
Increase in unearned premiums 165,713 — 
759,845 —«-2,149,556 
USE OF FUNDS 
Increase in cash, accounts receivable and prepaid expenses over accounts pay- 
able 43,2596 = 
Purchase of fixed assets 134,533 55,289 
Dividends 154,000 154,000 
Decrease in unearned premiums = 1,023,701 
331,829 —- 1,232,990 
FUNDS GENERATED FOR INVESTMENTS 428,016 916,566 
INVESTMENTS — BEGINNING OF YEAR 9,679,438 8,502,999 
10,107,454 9,419,565 
UNREALIZED GAIN ON STOCKS FOR THE YEAR 65,032 259,873 
INVESTMENTS — END OF YEAR 10,172,486 9,679,438 
Consolidated statement of unrealized gain on stocks 
For the year ended December 31, 1979 
RIED Eee 
$ $ 
BALANCE — BEGINNING OF YEAR 1537138 (537375) 
Unrealized gain during the year 65,032 259,873 
Deferred income taxes (18,273) (48,360) 
BALANCE — END OF YEAR 


199,897 


153,138 


MARKEL FINANCIAL HOLDINGS LIMITED 


and Subsidiaries 


Notes to consolidated financial statements 


For the year ended December 31, 1979 


1. Summary of Significant Accounting Policies 


The significant accounting policies followed by the company are 
as follows: 


Principles of consolidation 


The consolidated financial statements include the accounts of 
the subsidiaries, Markel Insurance Company of Canada and 
Markel Service Canada Limited. 


The investment in Canadian Insurance Agency Underwriters 
Limited, an associated company subject to significant influence, 
is accounted for on the equity basis. 


Premiums 


Premiums are taken into income evenly throughout the terms of 
the related policies. As premium deposits secure the payment 
of premiums and are refundable, they are not taken into income 
unless default in payment of premiums occurs. 


Investment income 


Interest is recorded as income as it accrues. The discount or 
premium ona bond or debenture is amortized on a Straight-line 
basis to maturity. 


Dividends are recorded as income on the record date. 


Gains and losses realized on the disposal of investments are 
taken into income on the date of disposal. 


Investments 


Bonds are carried at amortized cost providing for the amorti- 
zation of the discount or premium to the maturity date. 


Preferred and common stocks are carried at market value with 
the unrealized gain or loss thereon included, as a separate 
account, in shareholders’ equity. 


Premium acquisition costs 


The costs incurred in acquiring premiums are deferred and then 
amortized over the same period as the related premiums are 
taken into income. 


Income taxes 


Income taxes are recorded using the tax allocation method. 
Differences between accounting income and taxable income 
can arise when the time of including items of revenue and ex- 
pense in the computation of accounting income and the time of 
their inclusion in taxable income do not coincide. Deferred taxes 
have been provided on such timing differences which relate 
primarily to prepaid premium acquisition costs, amortization 
income on bonds, depreciation of fixed assets and unearned 
premiums. 


In addition, certain dividends and a portion of capital gains and 
losses are not taxable. 


Claims 


Claim provisions are established by the ‘case basis’’ method 
as Claims are reported. The provisions are subsequently adjusted 
as additional information on the estimated amount of a claim 
becomes known during the course of its settlement. A pro- 
vision is also made for claims incurred but not reported based on 
the volume of business currently in force and the historical ex- 
perience on such late reported claims. 


2. Receivable from Trustee of Employee Stock Purchase 
Plan 


During the year, the company terminated the employee stock pur- 
chase plan by forgiving that portion of the trustee’s indebtedness 
in excess of the fair market value of shares held by the trustee. 
The remaining indebtedness was satisfied by a sale of the shares 
at their fair market value. The company has realized a loss of 
$44,648 on the termination of this plan which has been charged 
to retained earnings as a capital transaction. 


3. Capital Stock 


The authorized capital of the company is an unlimited number of 
shares without nominal or par value. 


As at December 31, 1979 and 1978 the company’s issued capital 
stock consisted of 616,000 issued and fully paid shares. 


4. Retained Earnings 


Retained earnings includes an amount of $1,265,331, representing 
an appropriation of retained earnings in Markel Insurance Com- 
pany of Canada as required by the Department of Insurance. 
This amount is not available for distribution to shareholders. 


5. Provision for {Recovery of) Income Taxes 


The recovery of income taxes in 1979 includes an amount of 
$143,390 recovered as a result of a tax loss generated on a security 
for which the company previously received dividends on account 
of capital in an amount equivalent to the original investment. 


6. Remuneration of Directors and Senior Officers 


The aggregate remuneration of directors and senior officers as 
required by the various provincial securities acts was $220,411 
(1978 — $192,054). 


Auditors’ Report to the Shareholders 


We have examined the consolidated balance sheet of Markel 
Financial Holdings Limited as at December 31, 1979 and the 
consolidated statements of earnings, retained earnings, unreal- 
ized gain on stocks and changes in financial position for the year 
then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included 
such tests and other procedures as we considered necessary 
in the circumstances. 


In our opinion, these consolidated financial statements present 
fairly the financial position of the company as at December 31, 
1979 and the results of its operations and the changes in its fin- 
ancial position for the year then ended in accordance with gen- 
erally accepted accounting principles applied on a basis con- 
sistent with that of the preceding year. 


COCPERS & LYBRAND 
Chartered Accountants 


Toronto, Canada 
March 7, 1980 
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